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SECURITY COUNCO. COMMTTTER RSTABLISIEED . . —SIAC-QSMWKJCOW.W
BY RESOLUTION 661 (1990) CONCERNING THS .- . 20 Pebrury 2001
SITUATION BETWEEN IRAQ AND KUWAIT ORJOINAL: BNGLISH

"

voremeave S/ACIN200OILAIINOCIZ - 20 Pebruary 2001

Sit, .

. The following report of the Oil Overscers was prepared plmsuant to the requast by the
cummm.smwcmcom—mmwmqlmm conceming thesituation
batwoen Irag and Kuwait mede it its informal meeting dated 13 February 2001, following the letter
dated 6 Februsry 2001 froro the Chargd a’Affxires, AL of the Permanent Misslop of the Usited
States to the United Nations uddressed to the Chairmun S/AC.24/2001/Cormm.83 - attached). In
this letter, inter alia, the Oil Ovecssers wire roquesied to provide  clarification on “what their
monitoring of the ofl industry has indicated regarding paymaent of the surcharge; am explanation for
Iroq"s ‘much lower than normal shipments of cradc ofl. in Jusuary nd December; The:value of
revenues logt to the Oil-for-Food program as a result of decressed il axporty; sad whether o not
there I Toom in the most rocent pricing mechanism propdisd by SOMO for imposition of 8
surcharge”. . i . . C

1, Background -

Tha questioxs raised have (o sommo extent been sddressed in the Oil Overavery’ Inttor dated 13
February 2001 addressed to the Chsirman of the 661 Committee (S/A0.25/2001/01L/Comm.06 -
attached): Some of the analysis contsined in that letter i» repeated bevo.

tuorduhphlnundwlmdin;oﬂhlmuIhllhlnukmpllpeh’lhcputtbw
Mithimwmtmummofmoncnluewinmmmdww ¢
between the different partics involved in Iraqi erude ofl exposts.

Amangy the pbase IX coniract holders thers ars very fow companies thal can baclassified 5
ad-usess of cruds oil, Many of the enrent coutract holders seem to be intermediaxies who are not
nown in the petrolcum industry. They wrs very smali in size and seem to have limited crodit
facilitios. This mudns that, due to the lazge sums of mopey inrvolved, they oftcn caunot opea letters
of oredit and/or oliaster ships on their own asoount. Is most cAseE the end-uscts (i.0. refining
compaoies) will not purchess fom tiess companies besauss of the limited possibility for
compensalion in the event of noo-perf An s conveq ofthis, théso hokders have
10 sell their oil to the (bigger) rading companles, which subsequently op-sell th oil to the snd-users.

BAY04-01164
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These tradiug compmiss_ ormally bave:the (crdtt) facilities th Tlow them to porform the
activities (bt cannot be sxecuted by the intermediarics. The relalionship betweea the trading
companjes and the interoiediaries appears to vary from being distant o an extremetly cloge wliance.

Tho curveat structure, as described sbave, has gradually svolved from a situstion o which
SOMO, by mnd large, were: #) dirootly selling to end-users, then b) werv sslling vis tradecs to
end-users asd now ¢), are selling vis internaediaries to teacers who on-sel) to end-users. .

hia means that thors are ofien at least two companies in ihe contractual chain botween
SOMO snd the end-user, both of which naturally want to make a profit.

2. Pricing mechanizis propoed by SOMO and OSP sesting

JOMO and the Ol Qverseera agres from time to time on an Qfficia] Sales Price (O8P)
{hut is Bxed for & cectain period, This period is normally s month but can be sharter depending on
- “the volatility of the markets.

The Oil Overseocs” objostive Is ta set the OSP within a band which fs detexmined by o
following bounduries: ' .

“The upper limit should be such that end-uscrs (L.e. refinecs) fnd the OSP levels stractive
cogparsd with altcmmative ceudes. Duo to volatility in the Toseket this can only be svaluated over
a cxtended period of ime. (Say three to four monthe). :

“The lower limit should be such that no structurn] trading profits sxcceding soms five
oents pec barel can bo made given the low risk pature of the task gomerally undertaken by the
intenmedincios.

The Oil Overseers are under 10 impression thal SOMO's recent objective of the price
svfting Is different jn two aspeots: .

$OMO seems 1o targer & price (OSP) that allows st least $0.20 per barrel profit for
tradury/Interasdiaries. . .
.SOMO seens 10 prefer w sce these profits 1o be realized on & cargo-by-curgo basis rathor
than gver an exiéuded period. Thia cxplaing the frequent requests for s (downwand) peice vevision
28 wa have Istoly experienced. This short termn view iu also confirmed by SOMO granting
contracts with s validity of only between six and eight wecks, rather than for the full six manth,
period which way customary, . '

nhwmbminmmmtmemdvmofdlomdumynumu
substantially du to chsnging mark conditions, The OSP for a certain period can only reflect
one set of market assumptiona for that (future) period, This means that, cven in the case of the
OSP being set st exactly (be “right” lovel, the markets will during that period sometinee valuo-
the crude higher than the OSP or sometimes Jowsr than the OSP. Fora frecly tradable erude Jiks
Iraq’ this can fead to prices in the market which are cither above (premia) or below (disoounts)
the OSP. Theae premis or discount represcat narmal oil industry commencial practice,

BAY04-01185
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JIf the current modo oftxporheouﬂmm. soms 100 nnlhoubmols will bé exported and
memmmuummmsmmmuummm: 3 billion ($3.5
billion). Iquﬂlwehnnmbmnwlmmmummvmlwmmdhm
at around Buro 6.3 billion (3 5.7 bilticn). . N .

8 Summery snd Conciusions

|)Mcmhdkmtbbbuhh-bmmmﬂyoﬁuuw-d-umu nxbmnlillprsm!l
over tha OSP's, Uﬂumnw&m&mmmwwmmtuw
Irng) could ba coonomically justified and could have been paid by some end-users, Others have
nfu'edbwmhuedlbmuotuwmmdtumcpuihmyufymﬂtbm-bm
uledﬁurlunhmwblpddtolmmmotﬂnUmwNwmm

b)hamwhunanbmml m-mldbueqﬂuddphhwhﬂmapﬂmudmo
have been cancelled and the oil was not exposted. This ajso explains (st lesst partly) why Iragi
cnldcoil.on:hbbml.hunathdednwpmwmwmdmwummpwbw
mouths.

o3 At he sacme tims some iraders who Béve been liiv&i&e”ﬂh'd&ibe&u Iragi crudé intd o Grlf
of Mexico nilght have ingurred losses. This hdmwukmg-nmpemwtheustnuhnﬁr
daliverod oit, which haa rocently deteriorated substantially, .

4) Dus to the short term profit perspective of SOMOs direct Custoniers it i -lmo-nmpmdhlew .
umOSPlhu;aM:ammnn;lummﬁlhvdunl\eqpbyu.rpbwi. ‘The Oit
Ovmhwcnynwdlynmudsivingmwnosrmﬂng!humveuwbmnﬂﬂ‘pmﬂt

hioh” in cass the markets deteriorats, Mmkldwmﬁicuonbﬂmaouowﬂu
,o.lo‘mm - L

The Oil Oversesss spprociate the mmend in their wmk'm the mpwn mcg Fecsive -
ﬁvm the Cummlltu

Auolpt. Su’. lbe mnnm ot our highest ccnndcunw
The Ov«seus '
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' ryis neod fo be comidered when addressing the specific queston o. whecher the OSP
. recommendad by the Ovorseens allows room for surcharges. Certainly, the lntention in netting the
OSP is ta mitigate the possibility of excessive preminbieing puid. However, the natarsl

Auctuation of the snarkee will mven thit regandloss of how tho OSP ia set, \nder somo ket

conditions there could be room for sucharges. ¢
" 4
3, Payment of srchargan
I would appear that since D sectiber, ond isteqtly only buy Irsqi cruds oil

3 can
4 & premiwm of 20 - 50 cents pec barrol over the.C on & free on board (fob) basis. *

o ki extan] if ny, tese precai e g usod o Y iflogal sureharges o Irag is
unknown to the Oii Ovtssesrs. Wheo divéctly asked by the Oil Oversedrs sbout surchazges the
State Ol Msrketing Orgaaization (S0MO) categorically deaied the allegstions.

Howeres: direst conticts ¥t iradets sndaid-user i the ol indusiry couficm In brosd

terms What his beetl writteit i the froféskional preds on thiy metter. - "
4 uwcrﬂwl normal shipments of Iragi crude oll n Januery and December

The Oil Overtoers axd of the opifilén it ekport lovely uc;n 0 Duve been noﬁﬁvaiy
affsoted wndar thosw conditions in which, fdr1égaF or cimmercial résscny, snd-users &S Tt. <.

popucd (o pey s mbsA PR,
. Phe vl of ik 515 0 G- Foodprogramms v

Duinig e inoiith of Deccisfbet 2000 (Pag wxporiod approxiautely 18 millics barrols of.
crude ofl, which is some 50 million barrels leas thun would have been expected. Assvauing #n
avorsye price qf $20 per baszcl, the roduced export level reflects a loss in roverraes of sbout $1
bilion for Decamber! - - TR e s e R T

During Isnuary 2001, Traq has exported some 31 million barrels of oil. This export favel
waa considevably lower than lisd bsen &xpected and, #t un ssumpd sxport level of 2.2 million
‘barrnlg 2 duy and an ol price of $20.80 per barrel, this seprescnts a loss of incerao of some §775
million for Janvwry. . - o .

_ Binoe the bégimuing of phase IX o 16 February 2001 abowt 65 miltion basrels of agi
orude 5l wete, sxported, iocluding 51 million barrels from Ming-sl-Blcr (78%) and 14 million
basrels fom Coyhan (22%). Tha valua of this cxport is estimated of Buro 1,481 million (3 1,348
swillion at the curzedt rate of sxchangs). ' Tl
ovmally Irngi crude oil exports per moath ara some 26-28 miltion barrels ex Ceyhm snd
38-45 million barrels #x Minz-al-Bakr. On the assurnption that the averago level of Iraqi crude
oil expont pex mouth is (coaservatively) 65 million barrels, then o Least 100 million batrels of
sxport volume bas been forgons up 1o 16 Febmary. Tn terms of money, some Buro 2.4 billion (S.
2.2 biftion.) in reveuue bas boew lost. '

BAY04-01167
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) Wmmm'mmmmv : * | YAG38:2001/QIICOMMDS
~  BY RESOLUTION 661 (1990) CONCERNING TRE H 000
STTUATION BETWEEN TRAQ AND KUWATT ORIGINAL: ENGLISH
: \ g .

seransnew S/ACZS2001/00/1330/0C0 . . © . 13 Bcbruwy 2001

sir, ‘ . v
With ruforencs tp the aitgehed comamunication dated 13 Rebrusicy 2001 ffom the State
il Marketing Organizsiion (SOMO) of Ira, mbmitting for the approvl of he Secuity
o sibuation

Frane'

Councll Committes sstablistied by resolution 661 (1 990) ¥ a
. Joaq amd Kuweit, Qe revited peising, mechanisms for loadings of crude ol during 13-28
ey 2001 I acconbanon with pauiziph

, ceords Y § wid 6 of thi Procsdures to be employed by
the Comunittes Ln the discharge of ifs résponitibilitien as tequired by poragreph 12 0f Security
') Couscil resolution 986 (1995), the Overseers have the bllowing assessment:

: "Gn.§ Febriaary tho Comazitios endarsed the sevised prioes (OSPs) Ror Februiry
" loading srude ofl.that i destined {ir the Butopoan and US markets. ~ STeh thn the
tirmotiveems o b cruds oil in Uicse miseker has detecloruied frther. & 7

Notwithstanding this gaterioration, end-nscis litve been confronted with fob offers of
Traqi arude oll which reflect in pcul 2 substantial premium over OSP's: sty botween 20

sould be justified economically. Fhere have also bom momenis however, st which the
econprmicd shiould Bave dictated & smiiler promium or even # discount, a3 cotld be expected
at this mament. However, no such redilced preamia or discounts, have ocourred for sonie

Export levels seem to have been negatively afrecr;d uader thossvonditions i which,
for legal o commercial rexscns, end-ussts wers ool prepared 0 pAY & substantial peauium.

The currca situation can be rized 88 follows:
- By far the targest part of Iraqi cruds oil is nowadays sold via middlemen and tradera

. i rather thon ditectly to end-users (refiners), The [ormer have a vary short tenn profit
perpeative snd often look st this [ssue on & cargo-by-caryo bavis.

BAY04-01168
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) -'ﬂnmukghhnwmwdinwsblwlyumlbeoﬂ"lfnrxwkudthtus:n
urrently oo kigh to allow miy sales to end-uscrs 10 1ake plaoe without the middiamerades
acocpting nogative or zeto promid. e
-Inﬁmvf-\d-mmstyluzprmhofnlunuwndm-umllpcrbamlﬂm
cﬂilmﬂymmmﬁ. )

hql;eoﬁtixtdf@éwml.tmoﬂthmﬂd Like to mike the following

observations: R : S Tl

: —ﬂnuﬁhwﬁcuuﬂcﬁmwmmmummhmomlwmm

ol the oatrs of the taal b SOMO and the sud-usecs:
-SM‘lmm'mhmmmih'mﬁmﬂmm .

mdcmmnofﬁnmﬂhubmdumglughhimainbhﬂﬂ-kth .
-malmwmmﬁwhmmbyﬁroumofwn;

mwmm-mmwmmwﬁmmmwumbm

chosen by SOMO. . . .
"« “Thix opnérwctisal structure’ asks for miurkes tosporsive priving ind, & the Qil
Ovataoers do not. allow a substautial buili-ln “pralJt cushica’,; priéd Hévielons may ocour
. more ofien tf markets movolatile, DU e e
 «The Oll Oversde mmndﬂmmﬁémwwwmm

cn saly o in one direction (i.6. doyrwaia) oo there Is no mechidaism, sput from
SOMO's requeat, (3 ipareese prices . T T T e

-, Notwithatsnding the observations above, given the current situstion. the Oil
Gvessooes wopl iy 1 Fyopcazaend to Y Cornmitics the proposéd SOMO adjustments of
the pricing mechanismy for US- éid Buopein dextinations for_loitiings -during 13-28
Fekwoary. o ' s DT P

o TeCreme

Alexandre Kramar " Morieo Buws Jeases - - Micbel Tellings

BAY04-01169
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" BCURITY.COUNCIL COMMITTSE ESTABLSHED - SIAC.25/2001/COMM.83
p . 7 February-2001

ORIGINAL: ENGLISH **

RESGLUTION 641 (1¥90) CONCERNING THE
- STTUATION RETWEEN IRAQ AND XUWAIT

The United States Mission to the Unitod Nativas proseats its compliments wde. - -
Chiainnan of the Security Councll Comunittes astablished pursumt fa&m“l ]
(1990) conceruing the sitoation batweon iraq sad Kuwsit and would mmh -
oppoymty to shars our concens about the ol pricy mechaiom, The Statés

i ¥ mants regarding fraqi oif prices. We .

. arly difficult for the ovorsens to oarry out-thaie

) mluﬂhwnunmmlwm.mdmmlnm of theit efforts and

© professioaativm. ‘

Our auppost e the dvapvesty asséavinants has eds based onthe sssucpiion et a filr.
wmurkel value prico offors dus 63t ffeciye prgtiition against ‘nll putchaset beingdn ..
e Bnencisl position to pay any unmithorized airahirgs o kickbatk & the sellei; We brw
very toubles, thersfore, by configuing reports in the business press and ‘conintinications
we have recelved flom companies that SOMQ is damanding, W somu. il huyess &

- puylng, & surchissge of 16-50 cenws & barsl, 19 b pald drecily © liag., Althoughthis ks
clearly 'a contraventidn of UNSQresolutions, 35 well 4. »3ilien ingtruens JuRied o

all buyers by the with the agn of the 661 Commitee on Decomber 15, o
2000, some roparts indicate that many buyers are nol stitl oot awerw uithess fatts or.me e
simply ignoring them.” A Februscy 2 meport from Reutare in typicsl, and it optlings & very ‘
sophisticated surcharge moebanisns Lhat-has bee) changed in rvaction © market: .

K eted the oil

ko consistcolly supp
recognige that it has been

“lzaq has roeanwhile eased its ol surcharge demand consldcrably fiom
i am inltigl 50 cents per barrel over the official selling price; dut the

“ traqi government -is by 1o means backing dows frou. ita policy. .

W Indeed, industry sources sald lraq has softened its cash réquost in » bid

g . 1o rofless mackse comDtions. "Rstosclive o December 1, lifters 1o
Europs must pay 38 ceots a barrel and liflers Nothy’U.S. must pay 30
certy & barrsd,” sald an efficial in the Iraqi capital. "Some customers
have paid the 40 cents und they will be reimpursed the diiference.” -

BAY04-01171
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" Jeis tmp that i ot d o the Commivee & pricing mechmins
That leaves room fie 8 surchangs. W requent that the oil overscors prepare & written
report 10 the Cootmitiee oa this issue to include: what their motitoring of the oll imiustry .
Bus indioated rogaeding payment of the sorcharge, an oxptmation Cor Ireq's touch lower
ihan normal shipménts of arude in January and Decomber, the valns of rsverass logt 5o
the O-for-Food p 48 2 Tomuk of 1 0il exports and whether or not thers is .
oo In the fost receut pricing meshonism proposed by SOMO for imposition of &
surohmrge. We furthar requm Lhas when the repast Is oosaploted, the overseors give &
muwmmmummm_maxmm.

‘While we o not chjuet-to the pricing mechmis proposed In your note of [ Febroary,
we bope that the overseers repost and prosentation will provide the Coumniltes with &
basls for barproved evaluations of fahaw pricing mechanisns sud conskisration of sotions
o yddress problame.

M.mmwhﬁhwhhcmndnmofhm
Acoopt, iz, the saurences of my highon considmation,

Sincecsly,

20
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